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 Your conclusion is absolutely correct except that there is no legal basis for 

"disregarding" the derivative portfolio. I am not quite sure what you mean by that, but the 
law is clear that the taxpayer can "create" a portfolio representing 20 or more independent 
stocks (the collar). The collar includes positions offsetting the stocks underlying the 
derivative portfolio. We cannot take those stocks out of the collar, and thus the 
demoninator in the overlap calculation. The other alternative is to include the value of the 
stocks underlying the derivative portfolio in the numerator of the calculation. We have no 
authority to do that either because the taxpayer technically does not own those stocks 
and, according to the regulation, does not "hold" those stocks for purposes of the DRD. --
------------------------------------------------------------------------------------------------------------------------
------------------------------------------------------------------------------------------------------ I hope this is 
helpful.
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